Instructions for Form 1120L—1964
U.S. Life Insurance Company Income Tax Return

(References are to the Internal Revenue Code)

GENERAL INSTRUCTIONS

A. Companies required to file a return.—Every domestic
life insurance company and every foreign life insurance com-
pany carrying on an insurance business within the United
States (if with respect to its United States business it would
qualify as a life insurance company), which is engaged in
the business of issuing life insurance and annuity contracis
(either separately or combined with health and accident
insurance) or noncancellable contracts of health and accident
insurance and of which the life insurance reserves, plus un-
earned premiurms and unpaid losses (whether or not ascer-
tained), on noncancellable life, health, or accident policies
not included in life insurance reserves, comprise more than
50 percent of its total reserves, adjusted in each case for
policy loans as required by section 801(d), shali file a revurn

on this form. For this purpose the term “noncancellable”.

includes guaranteed renewable life, health, and accident
insurance which is not cancellable by the comgany but under
which the company reserves the right to adjust premium
rates by classes, in accordance with experience under the
type of policy involved. The terms “life insurance reserves”
and “total reserves” do not include deficiency reserves.

If a receiver, trustee in bankruptcy, or assignee has pos-
session of or holds title to all oxr substantially all the property
or business of 2 corporation, whether or not the property or
business is being operated, he must make a return of income
for the corporation in the same manner and form as would
be required were such corporation required to make its own
return. (See sec. 6012.) If a life insurance company dis-
poses of its life insurance business and life insurance reserves
under a reinsurance agreement with another company, but
continues its corporate existence for the purpose qf winding
up and liquidating its affairs, it will not be taxable as a life
insurance company after the effective date of such agreement.

B. Period covered.—The return shall be for the calendar
year ended December 31, 1964, and the taxable income com-
puted on the calendar year basis in accordance with the
provisions of section 843.

C. Accounting methods.—A return on this form shall be
filed using the accrual method of accounting, or to the extent
permitted under regulations, under a combination of an
acerual method with any other method under chapter 1, other
than the cash receipts and disbursements method.

Accrual method—TUnder this method, income is reported
in the year when the taxpayer first has a definite right to
income, the amount of which can be ascertained with rea-
sonable accuracy while deductions are taken in the year in
which there is first established a specific liability, the amount
of which can be ascertained with reasonable accuracy.
Where the right to income or the liability for expense is un-
certain, or the amount of such income or expense cannot be
ascertained with reasonable accuracy, accrual is generally
postponed until a determination is possible.

Rounding off to whole-dollar amounts.—If you wish, the
money items on your return and a2ccompanying schedules
required by such return may be shown as whole-dollaxr
amounts. This means that you eliminate any amount less
than 50 cents, and increasc any amount from 50 cents
through 99 cents to the next highest dollar.

D. Time and place for filing.—The return for 1964 must be
sent to the District Director of Internal Revenue for the dis-
trict in which the company’s principal place of business or
pgincipal office or agency is located, on or before March 15,
1866.

E. Signature and verification.—The return must be signed
either by the president, vice president, treasurer, assistant
treasuvrer, chief accounting officer, or by any other corpo-
rate officer (such as tax officer) who is authorized to sigm.
A receiver, trustee, or assignee must sign any return which
he is required to file in behalf of a corporation. The return
must, alse be signed by any person, firm, or corporation who
prepared the taxpayer's return for compensation. If the
return is prepared by a firm or corporation, it should be
signed in the name of the firm or corporation. This verifica-
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tion is not required if the return is prepared by a regular
full-time employee of the taxpayer.

F. Payment of tax.—The tax must be paid in full when the
return is filed or in two instaliments, 50 percent on or before
the 15th day of the third month and 50 percent on or before
the 15th day of the sixth month, following the close of the
taxable year.

A declaration of estimated tax must be made by every’
corporation which is subject to income tax under subchapter
L of chapter 1 (relating to insurance companies), if its
income tax for the taxable year can reasonably be expected
to exceed $100,000 »lus the amount of any estimated credits
against the tax under sections 32, 33, and 38. (See Form
1120-ES.) In the case of affiliated corporations filing a
consolidated return, see consolidated return regulations pre- -
scribed under section 1502. Affiliated corporations receiving
qualifying dividends, see section 243(b) (3).

Request for automatic extension of 3 months for filing of
return must be made on Form 7004. (Scc. 6081{b).)

- G. Failure to file, etc~—Substantial additions to the tax are
imposed for failing to file a return, for late filing, and for
filing a false or fraudulent return.

H. Information at source.—Forms 1096 and 1099 must be
filed concerning certain salaries, fees, compensation, interest,
rents, royalties, annuities, pensions, dividends, and foreign
items.

I. Informztion by corporation.—:. Contemplated dissolu-
tion or liguidation—Every corporation shall, within 30 days
after the adoption by the corporation of a resolution or plan
for the dissolution of the corporation or for the liquidation
of the whole or any part of its capital stock, render a correct
return on Form 966 setting forth the terms of such resolution
or plan. (See sec. 6043.)

2. Distribution in liquidation.~—Every corporation making
distributions in liquidation of the whole or any part of its
capital stock shall also make returns on Forms 1096 and
1099L, as required by instructions on Form 1096, for the
calendar year.

J. Stock ownership in foreign corporations.~—A corporation
owning any stock of ‘a foreign corporation must attach a
statement showing the name and address of each company
and the total number of shares of each class of outstanding
stock owned during the taxable year. If the corporation
owned § percent or more in value of the outstanding stock of
a foreign personal holding company, attach a statement
setting forth in complete detail the information required by
section 551(d).

K. Annual statement.—A copy of the annual statement for
life insurance companies adopted by the National Associa-
tion of Insurance Commissioners for the year 1964, as filed
with the Insurance Department of the State, or District of
Columbia, which shows the reserves used in computing the
taxable ir-:ome reported on the return, together with copies of
Schedule A (real estate) and Schedule D (bonds and stocks),
must accompany the return. Similar copies of the 4 preced-
ing years must also be furnished, if not already filed for such
years. In the case of a foreign life insurance ccinpany carry-
Ing on a life insurance business within the United States, the
copies submitted shall be those relating to the United States
business of the company. Where companies vse miniature
statements, such statements may be filed in lieu of the larger
statements.

L. Attachments.—Attachments may be used in the prep-
aration of your return if the lines on the form schedules are
not sufficient for your needs. The attachment must contain
all required information, follow the format of the official
schedules and must be attached to the return in the same
sequence as the schedules appear on the official forms.

M. Consolidated returns.~—Subject to the provisions of
gsections 1501 through 15604, section 1552 and the regulations,
an affitliated group of corporations, each qualifying as a life
insurance company, may make a consolidated income tax
return in licu of separate returns. The coiamon parent

Instructions 1120L (1964)



Page 2

corporation. when filing a consolidated return, shall attach
Form 851, Affiliations Schedule. Each subsidiary must pre-
pare two signed copies of Form 1122 authorizing the making
of the return on its behalf. One such form, shall be attached
to the consolidated return as a part thereof, and the other
shall be filed, at or before the time the consolidated return
is filed, in the office of the district director for the subsidi-
ary’s district.

N. Percentage computations,.—In computing earning rates,

assumed rates, and policyholders’ and company’s share of
investment yield, the computation should be carried out

to a sufficient number of decimal places to insure substan-
tial accuracy and to eliminate any significant error in the
resulting tax liability.

0. Insurance liabilities.—Domestic company.~The term
“total insurance liabilities” means the sum of the total re-
serves (as defined in section 301{¢)) as of the end of the tax-
able year plus (to the extent not included in total reserves)
the items referred to in paragraphs (3), (4), and (5) of
section 810(c) as of the end of the taxable year.

Foreign company.—The term “total insurance liabilities”
relates only to United States business.

SPECIFIC INSTRUCTIONS
SCHEDULE A.—INVESTMENT YIELD

The term “investment yield” means gross investment in-
come, as defined in section 804(b), less the deductions allowed
in section 804(c). The entire amount of the items of income
and allowable deductions are to be reported in Schedule A.
The purpose of including the entire amount of these items
is to provide the basis for the exclusion of the policyholders’
share of the investment yield from the life insurance com-
pany’s taxable income.

Line 1. Interest—Enter interest from all sources during
the taxable year. The gross amount of interest reported as
gross income shall be decreased by the amortization of pre-
mium and increased by the accrual of discount (except
market discount) attributable to the taxable year on bonds,
notes, debentures, or other evidences of indebtedness, deter-
mined (1) in accordance with the method regularly em-
ployed, if reasonable, or (2) in accordance with regulations
prescribed by the Secretary or his delegate. (Attach state-
giegn(%)s)howing method and computation.) (See section

Line 2. Dividends.—Enter on line 2{a) the amount of divi-
dends from a domestic corporation which is subject to taxa-
tion under Chapter 1, except dividends on certain preferred
stock of a public utility (see sec. 244), dividends from a cor-
poration entitled to the benefits of section 931, and from a
corporation organized under the China Trade Act, 1922.
Enter on line 2(b) dividends on certain preferred stock of a

ublic utility which is subject to taxation under Chapter 1.
Enter on line 2(c¢) dividends from foreign corporations.
Enter on line 2(d) dividends from other corporaticns,
including dividends on share accounts in Federal savings and
loan associations issued on or after March 28, 1942. Enter
on line 1{¢) dividends on share accounts in Federal savings
and Joan associations issued prior to March 28, 1942. Sub-
mit schedule, itemizing 2ll dividends for the year, statins
the names of the corporations declaring the dividends an
amounts reported from each., Enter on line 2(¢) the amount
itr_lc]udible by a shareholder of a controlled foreign corpora-
ion.

Line 3. Rents.—Enter gross amount of rents. Any ex-
penses, including repairs, interest, taxes, and depreciation,
should be included in the proper lines under deductions. In
the case of a lease entered into prior to January 1, 1954,
if both lessor and lessee are corporations and if under the
lease the lessee is obligated to pay any part of the lessor’s
income tax on the rental gayment, this tax is excluded from
lessor’s gross income and may not be deducted by lessee.
(See. 110.)

Line 4. Royalties—Enter the gross amount of royalties.
If a deduction is claimed for depletion, it must be reported
on line 12.

Line 5. Leases, terminations, ¢tc.—Enter the gross amount
of income {rom the entering into (or the alteration or ter-
mination) of any lease, mortgage, or other instrument or
agreement from which the life insurance company derives
interest, rents, or royallies.

Line 6. Net short-term capital gain.—Enter the amount
(if any) by which the net short-term capital gain exceeds
the net long-term capital loss. See separate Schedule D,
Form 1120L.

Line 7. Gross income from trade or business other than
insurance business.—Enter the gross income from any trade
or business (other than an insurance business%1 carried on
by the life insurance company, or by a partnership of which
the life insurance company is & member,

Line 9. Investment expenses.—Enter expenses which are
properly chargeable to investment expenses, the total amount
of which, if there be any allocation of general expenses to
investment expenses, should not exceed line 5, Schedule H.
Submit a schedule showing the nature and amount of the
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items included herein, the minor items being grouped in one
amount,

Line 10. Real estate expenses.—Enter the amount of taxes
(sec. 164); all ordinary and necessary building ~xpenscs,
such as fire insurance, heat, light, labor, ete.; and the cost of
incidental repairs which neither materially add to the value
of the property nor appreciably prolong its life, but keep it
in an ordinary efficient operating condition, exclusively on or
with respect to the real! estate cwned by the company. Do
not include any amount paid out for new buildings or for
permanent improvements or betterments made to increase
the value of any property or any amouni expended on fore-
closed property before such property is held for rental pur-
poses. These taxes and other expenses should be itemized
in an attached schedule. (For limitation on deduction, see
instruction 14(b).) ‘

Line 11. Depreciation.—Enter the amount allowed by scc-
tion 167 and the regulations thereunder. In general, the
amount deductible is an amount reasonably measuring a
portion of the investment in deprociable property which, by
reason of exhaustion, wear and tear, or obsolescence, is
properly chargeable against the operation for the year. In
any event the deduction is limited to the depreciation on the
property that is used, and to the extent used, for the purpose
of producing the income specified in section 804(b). (For
limitation on deduction, see instruction 14(b).)

If a deduction is claimed for depreciation, fill in Schedule K.

Adjustments to basis of property: (a) Investment credit.—
Do not adjust basis. 1f the cost or other basis of property
which qualifies for the investment credit was reduced in 2
prior year, then such zost or basis shall be increased by a
like amount as of the first day of the first taxable year be-
ginning after December 31, 1963, :

(b) Additional first-year depreciation allowance—Section
179.—Corporations may elect to write off 20 percent of the
cost (before adjustment for salvage value) of tangible per-
sonal property, but only to the extent of an aggregate cost
of $10,000, for the first taxable year for which a deduction
is allowable under section 167. The cost of property does
not include so much of the basis of such property as is deter-
mined by reference to the basis of other property held at any
time by the person acguiring such property. This additional
depreciation is limited to property.with a remaining useful
life of 6 years or more and which is not acquired from an
affiliated corporation (as defined in section 1504, except that
“more than 50 percent” stock ownership is substituted for
“at least 80 percent” wherever it appears in section 1504
(a)). All members of the affiliated group will be treated as
one taxpayer, and the $10,000 limitation will be apportioned
among the members in the manner prescribed by regulations.
Further, for this allowance to apply in any case, the basis
of the property must not be determined in whole or in part
by reference to the transferor’s basis. If a taxpayer elects
to claim the additional Arst-year allowance under section
179, the basis of the property must be reduced by the
amount of the deductior so claimed. Depreciation on the
remaining cost of the property may be taken under any of
the allowable metheds of computing depreciation. Total ad-
ditional first-year depreciation must be shown on line 1 of
1he depreciation schedule. .

(c) Salvage value.—Salvage value must be taken into
account in determining the depreciation deduction (evcept
under declining balance method) either by a reduction of the
amount subject to depreciation, or by a reduction in the rate
of depreciation, and %enerally an asset (or an account) shall
not be depreciated below a reasonable salvage value. In
computing the basis on which depreciation may be taken for
personal Eroperty, other than livestock, salvage value need
not be taken into account if it does not exceed 10 percent



of the cost or other basig of the property. If salvage value
exceeds 10 percent, only the excess need be taken into
account. These provisions apply to property with a useful
}:er of 3 years or more which was acquired after October 16,
ALTERNATIVE DEPRECIATION GUIDELINES
AND RULES

Revenue Procedure 62-21 dated July 12, 1962, sets forth
alternative standards and procedures for determining depre-
ciation. The guideline lives for guideline classes (broad
categories not item-by-item) are in most cases substantially
shorter than those used prior to the revenue procedure. Tax-
payers who wish to use these provisions must use them for
all assets in a particular guideline class. .

The depreciation schedule provided on the return is to be
used for reporting depreciation under both Revenue Proce-
dure 62-21 and previously prescribed rules and standards.

Revenue Procedure 62-21 is contained in IRS Publication
No. 456 (Rev. 8-64). This publication may be obtained
from the Superintendent of Documents, Government Print-
ing Office, Washington, D.C., 20402, for 30 cents.

%z‘ne 12. Depletion.—If a deduction is claimed for deple-
“tion, Form M (mines and other natural deposits), Form O
(0il and gas), or Form T (timber) should be submitted with
your return, '
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Line 18. Trade or business.—Enter the total of deduetions
attributable to any trade or business (other than an insur-
ance business), the income from which is included in the
life insurance company's gross investment income under
gection 804(b) (3). Do not include (e) losses from (or con-
sidered as from) sales or exchanges of capital assets, (&)
losses from sales or exchanges of property used in the trade
or buginess (as defined in section 1231 (b)), and {¢) losses
from the compulsory or involuntary conversion of property
used in ths trade or business. The deductions to be entered
on line 13 will be disallowed to the extent attributable to
the carrying on of the insurance business. The deduction
for net operating losses (sec. 172) and the special deductions
{secs. 241-248) shall not be allowed.

0 %ﬂe 14. Total deductions~—{a) Enter the total of lines

(L) Limitation on deductions relating to real estate
oured and occupied.—The deductions included on lines 10
and 11 on account of real estate owned and occupied for
insurance purposes in whole or in part by the company shall
be limited to an amount which bears the same ratio to such
deductions (computed without regard to the second sentence
of section 804({c})(3)) as the rental value of the space not
so occupied bears to the rental value of the entire property.
Submit detailed schedule.

SCHEDULE B
PART I-—-POLICY AND QOTBER CONTRACT LIABILITY REQUIREMENTS (805(a))

Purpose.—The next step after determining investment
yield (Schedule A) is to determine the policy and other con-
tract liability requirements. This computation furnishes the
numerator, with the total of the investment yield as the
denominator, to determine the golicyholders' share of invest-
ment yield which is not included in computing takable invest-
ment income (Schedule C).

Definition.~The term “policy and other contract liability
requirements” means the sum of (1) the adjusted life insur-
ance reserves (from Part VI), multiplied by the adjusted re-
serves rate (from Part III); (2) the mean of the pension
plan reserves at the beginning and end of the taxable year
(from Part V), multiplied by the current earnings rate
{(from Part III); and (3) the interest paid (from Part VII).

PART II—ASSETS (805(b)(4))

Purpose.—~This computation is necessary in order to deter-
mine the earnings rates in Part III '

Definition.—The term “assets” for this purpose means all
assets of the company (including nonadmitted assets). The
term includes all moneys but does not include real and per-
sonal property (other than money) used by the company in
carrying on an insurance trade or business.

Valuation,—The amount attributable to real property and
to stocks is the fair market value thereof. The amount at-
tributable to other assets is the adjusted basis of such assets
for purposes of determining gain on sale or other disposi-

tion. This adjusted basis is determined under section 1011
and other related provisions of subtitle A of the Code, with-~
cut regard to section 817(b).

Section 806(a) adjustment.—If, during the taxable year,
there is a change in life insurance reserves (either increases
or decreases) attributable to the transfer between the tax-
payer and another person of liabilities under contracts taken
into account in computing such reserves, the mean of the
assets is to be appropriately adjusted, on a daily basis, to
reflect the amounts involved in such transfer. See the regu-
lat}::ogsi This adjustment should be reflected in an attached
schedule.

PART III---EARNINGS RATES (805(b))

The term “current earnings rate” means the percentage
determined by dividing the investment yield for the taxable
yvear (Schedule A), by the mean of the assets at the begin-
ning and end of the taxable year (Part IT—Assets). The
term “average earnings rate” means the sum of the cur-
rent earnings rate for the taxable year and the earnings
rate for each of the 4 taxable years immediately pre-
ceding the taxable year, divided by 5. If, in computing the
b-year average earnings rate for any taxable year, the com-
pany was an insurance com ..:.ny (but not a life insurance

company) in any of the 4 years preceding the taxable year,
the computation shall be made as if the company were 2 life
insurance company for such year. Where the company was
not in existence for one or more of the 4 preceding years or
was not an insurance company for one or more of such years,
no entry shall be made for such year or years. The average
earnings rate (line 7) is determined by adding the percent-
ages entered, and dividing this sum by the number of years
applicable. For example, if entries are made on three lines,
divide the sum by 3. See General Instruction N,

P, KT IV—AVERAGE INTEREST RATE ASSUMED (805(c)(2))

The purpose of this schedwe is to determine a rate which
is used in the computation of adjusted life insurance reserves
(Part VI). See General Instruction N. Exclude pension plan
reserves from life insurance reserves for the purpose of
determinir\l)g the taxpayers assumed rate under this part.
See Part V.

Columns 5 and 6.—Adjustment under 806(b).—If the
basis for determining the amount of any item referred to in
810(c{ (life insurance reserves, etc.) as of the close of the
taxable year differs from the basis for such determination
as of the beginning of the taxable year, then the amount of
the item as of the close of the taxable year shall be the
amount comguted on the old basis, and the amount of the
item as of the beginning of the next taxable year shall be
the amount computed on the new basis.

Adjustment under 818(c).—~This adjustment is required
where the company actually computes its life insurance re-
gerves on onc of the recognized preliminary term bases but
elects to convert them to a& net level premium basis in the
computation of the reserves for tax purposes.

Where so elected, the conversion may be made by one of
two methods.

Method 1. Ezact revaluation: Under this method, the
company must compute the reserves for all contracts (with
respect to which reserves are computed on a preliminary
term basis) on a net level premium basis, using the same
mortality assumgtions and interest rates for both the pre-
liminary term basis and the net level premium basis.

Method 2. Approximate revaluation: Under this method,
with respect to contracts for which reserves are computed
under the preliminary term basis, the reserves are increased
by the sum of (A) $21 per $1,000 of insurance in fores
(other than term insurance), less 2.1 percent of reserves
under such contracts; and (B) 35 per $1,000 of term insur-
ance in force under contracts which at the time of issuance
cover a period of more than 15 years, less 0.5 percent of
reserves under such contracts.

A life insurance company may elect, under section 818(c),
the approximate revaluation method for all its life insurance
reserves, other than nonecancellable accident and health re-
serves, and use the exact revaluation method for all its non-
gggc)ellable accident and health reserves. (C.B. 1960-1,
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Colurmn 7.—Adjustment under 806 (a).—If, during the
taxable year there is a change in life insurance reserves at-
tributable to the transfer between the company and another
of Habilities under contracts taken into account in comﬁgting
such reserves, then the means of such reserves shall ap-

ropriately adjusted on & daily basis, to reflect the amounts
involved in such iransfer. See the regulations. This adjust-

ment is applicable whether or not the transferor of the
liabilities was the original insurer. However, this adjust-
ment is not applicable to reinsurance ceded by another per-
son to the taxpayer, or by the taxpayer to another person.
For the definition of “Life Insurance Reserves,” see excerpts
from the Internal Revenue Code, section 801(b).

PART V—PENSION PLAN RESERVES (805(d))

The amount to be taken into account as “pension plan re-
serves” is 100 percent of the life insurance reserves which is
allocable t» contracts——~

(A) pnrchased under contracts entered into with trusts
which (us of the time the contracts were entered into) were
deemed to be (i) trusts described in section 401(a) and
exempt from tax under section 501(a), or (ii) trusts exempt
from tax under section 165 of the Internal Revenue Code of
1939 or the corresponding provisions of prior revenue laws;

{B) purchased under contracts entered into under plans
which (as of the time the contracts were entered into) were
deemed to be plans described in section 403(a) or plans meet-
ing the requirements of section 165(a) (3), (4}, (5), and
(6) of the Internal Revenue Code of 1939;

(C) provided for employees of the life insurance com-

pany under a plan which, for the taxable year, meets the
)E%%uirements of section 401(a) (3), (4), (5), (8), (7) and

;5 oY ‘

(D) purchased to provide retirement annuities for its
employees by an organization which (as of the time the con-
tracts were purchased) was an organization described in sec-
tion 501(c)(3) which was exempt from fax under section 501
(a) or was an organization exempt from tax under section
101(6) of the Internal Revenue Code of 1939 or the corre-
sponding provisinns of prior revenue laws, or purchased to
provide retirement annuities for employees deseribed in sec-
tion 403(b) (1) (A) (ii) by an employer which is a State, a
political subdivision of a State, or an agency or instrumen-

-tality of any one or more of the foregoing.

These reserves shall be adjusted under sections 806 and
818(c) as described in Part IV above.

PART VI—ADJUSTED LIFE INSURANCE RESERVES (805(c)(1))

This term constitutes the mean of the life insurance re-
serves (as defined in section 801(b)), computed under Part
IV (excluding pension plan reserves taken into account

under Part V), adjusted as set forth in Part VI, Schedule B,
of the form, ’

PART VII—INTEREST PAID (805(e))

Line 1.~Enter all interest for the taxable year on in-
debtedness, except on indebtedness incurred or continued to
purchase or carry obtigations the interest on which is wholly
exempt from taxation.

Line 2~-Enter all amounts in the naturc of interest,
whether or not guaranteed, for the taxable yéar on insur-
ance or annuity contracts (including contracts supplemen-

tary thereto) which do not involve, at the time of accrual,
life, health, or accident contingencies.

Line §.~Enter all amounts accrued for the taxable year
for discounts in the nature of interesf, whether or not
guaranteed, on premiums or. other consideration paid in
advance on insurance or annuity contracts.

SCHEDULE C.—~-TAXABLE INVESTMENT INCOME

General.—The policyholders’ share of each and every item
of investment yield (including tax-exempt interest, and
dividends received) of any life insurance company shall not
be included in taxable investment income.

Line 1.—Enter the percentage which represents the policy-
holders’ share of each and every item of investment yield.
This percentage is determined by dividing the policy and
other contract liability requirements (Schedule B) by the
investment yield (Schedule A); except that if the amount
of the policy and other contract liability requirements ex-
ceeds the investment yield, then the policyholders’ share of
any item shall be 100 percent. See General Instruction N.
. Line 2—Enter the percentage which represents the life
insurance company’s share of any item of investment yield.
This percentage is obtained by ascertaining the percentage
required to equal 100 percent when added to the percentage
on line 1.

Lines 4-7.—Enter on line 4, column 1, the amount of in-
terest which is wholly exempt from taxation under the
provisions of section 103. Where securities of a munici-
pality are originally issued at a price not less than par
value and are subsequently acquired by a purchaser at a
discount, such discount is not in the nature of tax-exempt
interest within the meaning of section 103. Multiply the
amount on each line in column 1 by the percentage from
line 1 and enter the product for each line in column 2. The
amounts entered in column £ vepresent the policyholders’
share of these items which is not wrcluded in taxable invest-
ment income. Enter in column 3 the difference obtained by
subtracting column 2 from column 1. The amounts entered
in column 3 represent the company’s share of these items of
investment yield.

Reductions

Ling 9. Intorest wholly tax-exempt.—Enter the amount
from line 4, column 3, This amount ig the company’s share
of wholly tax-exempt intercst which like the policyholders’
share of such interest ({from line 4, col. 2) is not included in
taxable investment income.

Line 10. Dividends-received deduction.—(a) Dividends re-
ceived from domestic corporations.—Enter 85 percent of the
company’s share (lire b(a), col. 3) of the amount received as
dividends (except dividends on certain preferred stock of
public utilities) from domestic corporations subject to income
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tax. Amounts received as dividends from mutual savings
banks, cooperative banks, and domestic building and loan
associations and allowed as a deduction to such banks or
building and loan associations shall not be treated as divi-
dends. In the case of dividends received from a regulated
investment company, see section 854 regarding limitations on
amount deductible. Members of an affiliated group not
filing a consolidated return may elect to deduct 100 percent
of the qualifying dividends received from the same group if
an election under section 1662 is not effective for the tax-
able year. See section 243.

&b) Dividends received on certain preferred stock of public
utilities—Enter 61.2 percent of the company’s share (line
5(b}, col. 3) of the amount received as dividends on the pre-
ferred stock of a public utility which is subject to income tax
and which is allowed a deduction for dividends paid under
secti~n 247.

(c) Dividends received from certain foreign corpora-
tions.—Enter 85 percent of the company’s share (line 5(¢),
col. 3) of dividends received from certain foreign corporations.
See section 245 for qualifications and limitations on the
amount of this deduction.

(d) Total dividends-received deductions.—The total of the
dividends-received deductions shall not exceed 85 percent of
taxable investment income computed without regard to this
deduction.

The limitation for 2 member of an electing afiiliated group
is 85 percent of (taxable investment income computed with-
out regard to this deduction less the deduction of 100 percent
for qualifying dividends received from the same group}).

In general, no dividends-received deduction will be allowed
on any share of stock (A) which is sold or otherwise disposed
of in any case in which the corporation has held such share
for 156 days or less, or (B) to the extent the corporation is
under an obligation to make corresponding payments with
respect to substantially identical stock or securities. Where
the stock has preference in dividends, the holding fcnod is
90 days instead of 15 if the corporation receives dividends
with respect to such stock which are attributable to-a period
or periods aggregating in excess of 366 days.

Line 11. Small business deduction~~Enter 10 percent of
the investment yield {Scihedule A) but not to exceed $25,000.
Members of an affiliated group are limited to one $25,000
limitation. (Section 243.)



SCHEDULE E.—GAIN AND

General.—The shave of each and every item of investment
yield (including tax-exempt interest and dividends received)
of any life insurance company set aside for policyholders
shall not be included in gain and loss from operations. -

Line 1.—Enter the percentage which represents the share
of any item of investment yield which is set aside for policy-
holders. This percentage is determined by dividing the re~

uired interest (Schedule E«1) by the investment yicld
?Schedule A); except that if the amount of the required
interest exceeds the investment yield, then the share of any
item sect aside for policyholders shall be 100 percent. Sece
General Instruction N.

Line 2—Enter the percentage which represents the life
insurance company’s share of any item of Investment yield.
This percentage is obtained by ascertaining the percentage
req;{iredl to equal 100 percent when added to the percentage
on linc 1.

Lines 4~6.—Enter on line 4, column 1, the amount, of inter-
est which is wholly exempt from taxation under the provi-
sions of section 103. Where securitics of a municipality are
originally issued at a price not less than par value and are
subsequently acquired by a purchaser at a discount, such dis-
count is not in the nature of tax-exempt interest within the
meaning of section 103. Multiply the amount on each line
in column 1 by the percentage from line 1 and enter the
product for each line in column 2. The amounts entered in
column 2 represent the polieyholders’ share of these items
which is not included in gain and loss from operations.
Enter in column 3 the difference obtained by subtracting
column 2 from column 1. The amounts entered in column 3
rgplz('iescnt the company’s share of these items of investment
yield.

Line 9.—Enter the gross amount of premiums and other
consgideration (including advance premiums, deposits, fees,
assessments, and consideration in respect of assuming liabili-
ties under contracts not issued by the company) on insurance
and annuity contracts (including contracts supplementary
thereto) ; less return premiums, and premiums and other con-
sideration arising out of reinsurance ceded. Except in the
case of amounts of premiums or other consideration returned
to another life insurance company in respect of reinsurance
ceded, amounts returned where the amount is not fixed in the
contract but depends on the experience of the company or the
discretion of the management shall not be included.” How-
ever, amounts rebated or refunded due to policy cancellations
or to erroneously computed premiums are to be treated as
return premiums.

Line 10(a). Decrease in reserves—Enter the excess of the
sum of the items described in section 810(c) (see excerpts
from the Code) as of the beginning of the taxable year over
the sum of such items as of the close of the taxable year (re-
duced by the policyholders’ share of investment yield not in-
cluded in gain and loss from operations (from line 7, col. 2)).

Line 10(b). Decrease in 811(b) (2) reserves.—Enter the
amount (from line 3, Part II; Schedule E-2) by which the
decrease for the taxable year in the reserves for policyholder
dividends exceeds the amount of dividends paid to policy-
holders during such year. Enter also one-tenth of any net
gtlegr(%a)se in reserves attributable to the operation of section

Line 11. Other amounts.—Enter total amount of other in-
come, not included in computing investment yield and not
otherwise included above, to the extent that such items are
inc'udible in gross income, except that all gains from the sale
or exchange of a capital asset or gains considered as gains
£ om the sale or exchange of a capital asset are excluded.

Line 18. Death bemefits, etc—Enter the amount of all
claims and benefits accrued (including matured endowments
and amounts allowed on surrender) and losses incurred
(whether or not ascertained) during the year on insurance,
annuity, and supplementary contracts, The term “losses in-
curred (whether or not ascertained)” refers to a reasonable
estimate of the amount of the losses incurred but not reported,
as well as losses regqrted but where the amount thereof can-
not be ascertained by the end of the year.

Line 14. Increase in reserves.—Enter the excess of the sum
of the ilems deseribed in section 810(c) (sce excerpts from
the Code) as of the close of the taxable year (reduced by the
policyholders’ share of investment yield not included in gain
and loss from operations (line 7, co .2)?) over the sum of such
items as of the beginning of the taxable year. Enter also
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LOSS FROM OPERATIONS

one-tenth of any net increase in reserves attributable to the
operation of section 810(d).

. Line 15, Assumption by another person of liabilities under
msurance, ele., contracts.~—Enter the amount of the consid-
eration (other than consideration arising out of reinsurance
ceded) in respect of the assumption by another person of lia-
bilities under insurance and annuity contracts (including
contracts supplementary thereto).

Line 16. Interest wholly tax-exempt.~Enter the amount
from line 4, column 3. This amount is the company’s share
of wholly tax-exempt interest which, like the policyholders’
sharc of such interest (from line 4, col. 2), is not included
in gain and loss from operations.

Line 17. Investment cxpenses.—Enter the excess of the
total investment expenses over the amount allowed in com-
puting investment yield (Schedule A), and the amount (if
any) by which the sum of the deductions allowable (line 14,
Schedule A) exceeds the gross investment income (line 8
Schedule A). Taxes and other expenses shoulid be itemizeé
in an attached schedule.

Line 18. Small business deduction.—Enter 10 percent of the
investment yield (Schedule A) but not to exceed $25,000.
Members of an affiliated group are limited to one $25,000
limitation. (Section 243.)

Line 19. Other deductions~Enter total amount of all other
deductions, not included in computing investment yield and
not included in lines 21-24 to the extent allowable as dedue-
tions in computing taxable income under Subtitle A of the
Code except as modified below:

). INTEREST.-—~No deduction is allowed under section
163 for interest in respoct of the items described in
scction 810(¢).

2. Bab DEBTS.—No deduction is allowed for an addi-
tion to reserves for bad debts under section 166(c),
but a deduction for specific bad debts is permitted to the
extent that the other provisions of that section are
applicable.

3. CONTRIBUTIONS OR GIFTS.—In applying section 170,
the limitation on the total deduction shall be 5 percent of
the gain from operations computed without regard to
dividends to policyholders; accident and health insur-
ance, and group life insurance; certain nonparticipating
contracts; interest wholly tax-exempt; dividends-received
deduction; any operations loss carryback; and the con-
tributions deductions. For limitation and the application
of charitable contribution carryover, sce the regulations.

4. AMORTIZABLE BOND PREMIUMS.—No deduction is
allowed under section 171 since a deduction for such
plrenf&iums has already been taken into account in Sched-
ule A,

5. NET OPERATING Loss DepucTioN.—The deduction
under section 172 is not allowed since in lieu thereof an
“operations less deduction” is allowed. See line 22,

6. DIVIDENDS RECEIVED.—No deduction is allowed un-
der sections 243, 244, and 245 in view of the deduction al-
Iowed under section 809(d) (8). See line 21.

Submit a schedule showing the nature and amount of the
items included herein, the minor items being grouped in one
amount.

Line 21. Dividends-reccived deduction.—(a) Dividends re-
cetved from domestic corporations—Enter 85 percent of the
company's share (line 5(a), col. 3) of the amount received as
dividends (except dividends on certain preferred stock of
public utilities) from domestic corporations subject to income
tax. Amounts received as dividends from mutual savings
bunks, cooperative banks, and domestic building and loan
associations and allowed as a deduction to such banks or
building and loan associations shall not be treated as divi-
dends. In the case of dividends received from a regulated
investment company, see section 854 regarding limitations on
amount deductible. Members of an afliliated group not filing
a consolidated return may elect to deduct 10¢ percent of the
qualifying dividends received from the same group if an

- election under section 1662 is not effective for the taxable

year.

(b) Dividends recetved on certain preferred stock of pub-
lie wutilitics—Enter 61.2 percent ofp the company’s share
(line §(b), col. 3) of the amount received as dividends on the
preferred stock of m publie utility which is subject to income
tax and which is allowed o deduction for dividends paid un-
der scetion 247,

16~78431~1
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(¢) Dividends received from certain foreign corpora-
tions.—Enter 85 percent of the comrany’s share (line 5(c),
col. 3) of dividends received from certain foreign corpora-
tions. See section 245 for qualifications and limitztions on
the amount of this deduction.

(d) Section 246(b) limitation.—In applying this 85-per-
cent limitation to the total dividends-received d<duction, the
gain from operations is computed without regard to the de-
ductions for certain nonparticipating contracts (line 24(01) )3
accident and health insurance, and group life insurance (line
24(b)); dividends to policyholders (line 24(2)); the opera-
tions loss deduction (line 22); and the dividends-received
deduction. Since these items have not as yet been deducted,
the 85-percent limitation is applicable to the excess, if any,
of line 12 over line 20,

The limitation for a member of an clecting afiliated group
is 85 percent of (taxable investment income computed with-
out regard to this deduction less the deduction of 100 percent
for qualifying dividends reccived from the same group).

Exception.—The 85-pcreent limitation does not apply to
any year for which there is a loss from operations.

Sece also instructions for line 10, Schedule C.

Line 22. Operations loss deduction.—This deduction al-
lowed under section 809(d) (4) and determined under section
812 is, in substance, the same as the net operating loss deduc-
tion provided by section 172.

_ The_“operations loss deduction” is the sum of the opera-
tions loss carryovers and carrybacks to the taxable year
(scc. 812 (a)). _A loss from operations for taxable yecars
beginning after December 31, 1954, may be carried bdck 3
years and carried over 5 years. If the company is a new
company for the loss year, the carryover is for § years. For
the definition of a new company and for the limitations on
the 8-year carryover, sce section 812(e} and the regulations

applicable thereto. The loss from operations must first be
carried to the earliest of the taxable years to which it may
be carried, then to the next earliest year, etc, The portion
of such loss which shall be carried to each of the other tax-
able years shall be the excess, if any, of the amount of such
loss over the sum of the offsets for each of the prior taxable
years to which such loss may be carried.

The term “offset” means, with respect to any taxable year,
an amount equal to that increase in the operations loss de-
duction for the taxable year which reduces the life insurance
company taxable income (computed without regard to sec.
802 (b) (3)) for such year to zero.

The term “loss from operations” means the excess of al-
lowable deductions (computed with the following modifica-
tions) over the amount on line 12:

(a) No operations loss deduction is allowed.

(b) The deductions allowed by section 243 (dividends re-
ceived by corporations), section 244 (dividends received on
certain preferred stock of publie utilities), and section 245
(dividends received from certain foreign corporations) shall
be computed without regard to section 246(b), as modified by
section 809 (d} (8) (B).

Line 24.~~The amount of the deductions for certain non-
participating contracts; accident and heaith insurance, and
group life insurance; and dividends to policyholders shall not
exceed $250,000 plus.the amount, if any, by which .(a) the
gain from operations for the taxable year, computed without
regard to these deductions, exceeds (b) the taxable invest-
ment income for the taxable year. The limitation provided
in the foregoing sentence shalil apply first to the amount of
the deductien for dividends to policyholders, then to the
amount of the deduction for ac¢cident and health insurance,
and group life insurance, and finally to the amount of the
deduction for certain nonparticipating contracts. See Sched-
ule -2, Part 1.

SCHEDULE E-1.—REQUIRED INTEREST

The term ‘“‘required interest” for any taxable year means
the sum of the products obtained by multiplying (A) each
rate of interest required, or assumed by the taxpayer, in cal-
culating the reserves described in section 810(c), by (B) the

means of the amount of such reserves computed at such rate
at the beginning and end of the taxable year. See General
Instruction N.

SCHEDULE E-2—PART I—LIMITATION ON LINE 24, SCHEDULE E

Parts II, I1I, and IV should be completed before making
entries in this schedule. Upon the proper completion of this
schedule, the limitation provided in section 809(f) and ex-

plained in connection with line 24, Schedule E, automatically
applies. i

SCHEDULE E-2.—PART II—DIVIDENDS TO POLICYHOLDERS

The term “dividends to policyholders” means dividends
and similar distributions made to policyholders in their capac-
ity as such. -In general, amounts returned where the
amount is not fixed in the contract but depends on the ex-
perience of the company or the discretion of the management
are to be treated as dividends to pelicyholders. The term
does not include interest paid (as defined in sec. 805(e)), or,
for example, so-called excess interest payments made with
respect to supplementary contracts not involving life, acci-
dent, or health contingencies merely because such interest
fayr?ents exceed the amounts guaranteed under such con-

racts,

The deduction shall be an amount equal to the dividends

SCHEDULE E-2.—PART III—CERTAIN

paid to policyholders during the taxable year plus (or mi-
nus) any increase {(or decrease) in the reserves for policy-
holder dividends payable during the immediately succeeding
taxable year. For this purpose, reserves for policyholder
dividends at the end of any taxable year shall include all
amounts set aside before the 16th day of the 3d month of the
year following such taxable year for payment of policyholder
dividends during the year following such taxable year.

If the amount of the decrease for the taxable year in the
reserves for policyholder dividends exceeds the amount of
dividerds paid to }llolicyholders during such year, the amount
of the excess shall be taken into account as an income item
(line 10(b), Schedule E).

ACCIDENT AND HEALTH INSURANCE

AND GROUP LIFE INSURANCE

This deduction is an amouvnt equal to 2 percent of the pre-
miumg for the taxable year attributable to accident and
health insurance contracts (other than those to which Sched-
ule -2, Part IV applies) and group life insurance contracts.
The term “premiums’” means the net amount of the premiums

and other consideration taken into account in Schedule E.
However, the deduction allowed for the taxable year and all
preceding taxable years shall not exceed an amount equal to
50 percent of the premiums for the taxable year attributable
to such contracts.

SCHEDULE E~2.—PART IV—CERTAIN NONPARTICIPATING CONTRACTS

Thig deduction is an amount equal to 10 percent of the in-
crease for the taxable year in the reserves for nonparticipat-
ing contracts (exe¢luding group contracts) or é if greater) an
amount c(}ual to 3 percent of the premiums for the taxable

ear (excluding that portion of the premiums which is al-
ocable to annuity features) attributable to nonparticipating
contracts (other than group contracts) which are issued or
renewed for periods of 5 years or more, The term ‘re-
serves for nonparticipating contracts” means such part of
the life insurance reserves (excluding that portion of the
reserves which is allocable to annuaity features) as relates to
16—78431-2

nonparticipating contracts (other than group contracts).
The term “premiums’” means the net amount of the premiums
and other consideration taken into account in Schedule &.

The premiums referred to include only premiums attribut-
"able to nonparticipating contracts (other than group con-
tracts) which are issued for periods of 5 years or more or are
renewed for periods of 5 years or more, but do not include
that portion of the premiums which is allocable to annuity
features. The determination of whether a contract meets
the 5-year requirement will be made as of the date it was ig-
sued, or as of the date it was renewed, whichever is appli-



cable. Thus; a 20-year nonparticipating endowment policy
will qualify under section 809 (d) (5), even though the indi-
vidual insured subsequently dies at the end of the second
year, since the pelicy was issved for a period of 5 years or
more. However, a 1-year renewable term contract will not
qualify, in that, as of the date it was issued (or of any re-
newal éatc) it was not igsued (or renewed) for a period of
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5 years or more. In like manner, a policy origirally issued
for a 3-year period and subsequently renewed for an addi-
tional 3-year period will not qualify. However, if this policy
were renewed for a period of § years or more, the policy
would %ualify under section 809(d) (5) from the date it was
renewed,

SCHEDULE F.—SHAREHOLDERS SURPLUS ACCOUNT

Section 815(b) (1) provides that every stock life insurance
company {both domestic and foreign) shall establish and
maintain a shareholders surplus account for its first taxable
year beginning after December 31, 1957. The balance re-
maining in this account as of Januavry 1, 1964, shall be in-
creased by the net additions thereto as provided in section
815(b} (2) (lines 2-8 of the schedule). In determining the
amount to be entered on line 3, the amount, if any, by which

the net long-term capital gain exceeds the net short-term
capital loss shall be reduced by the taxable income (computed
without regard to section 802(b) (3)). There shall be sub-
tracted freva this account any amount which is treated under
section 815 as a distribution to shareholders. Any distri-
bution to shareholders shall be treated as made first out of
this account, to the extent thereof.

SCHEDULE G.—POLICYHOLDERS SURPLUS ACCOUNT

Section 815(¢) (1) provides that every stock life insurance
company (both domestic and foreign) shall establish and
maintain 2 policyholders surplus account for its first taxable
year beginning after December 31, 1958, The balance re-
maining in this account as of January 1, 1964, shall be in-
creased by the additious thereto as provided by section
$15(c) (2), line 2 of the schedule, and shall be decreased by
ithe subtractions therefrom as provided by 815(c) (3), line
4 of the schedule. )

Enter on line 4(a) the actual distributions to shareholders
in excess of the amount reported on line 9, Schedule F.
The amount to be entered on line 4 (b) is the tax attributable
to the amount (which is treated as r subtraction from this
account) which after deducting the tax is the amount re-
flected on line 4(a). This amount can be determined by
applying to the amount on line 4(a), a ratio, the numerator
of which is 100 percent and the denominator of which is 100
percent minus the taxpayer's tax rate (the sum of the

normal tax rate plus if applicable the surtax rate), See
the regulations. The subtractions to be entered on line 4{c¢)
*shall be treated as made only after the subtractions have
been made on lines 4 (a) and (b).

Section 815(d) (5) provides that if any amount added to
the policyholders surplus account increases or creates a loss
from operations and part or all of the loss cannot be used in
any other year to reduce the company’s taxable income, then
such loss shall reduce (as of the time the addition to the
policyholders surplus account was made) the policyholders
sur;{;lus account., The reduction froma the account shall be
made after any addition and before any amounts are sub-
tracted from the account. If the policyholders surplus ac-
count has been adjusted under section 815(d) (5) and the
balance as of the end of the preceding year is different than
the balance as of the beginning of the current year, attach
a schedule setting forth the adjustments to reconcile the
preceding balance and current balance.

EXPENSE ACCOUNT ALLOWANCES—SCHEDULE J, COLUMN 7

Expense account allowance means: (1) amounts, other
than compensation, received as advances or reimbursements,
and (2) amounts paid by or for the corporation, for expenscs
incurred by or on behalf of an officer ircluding all amounts
charged through any type of credit card.

However, this term does not include amounts paid for:
{a) the purchase of goods for resale or use in your business;
(b) incidental expenses, such as the purchase of office
supplies for the corporation or local transportation in con-
nection with an errand; and (c) such fringe benefits as
hospitalization insurance, approved pension trust funds and
unemployment insurance.

Column 7 of Schedule J is to be completed for your 25
highest paid officers. To determine the highest paid officers
for this purpose all allowances including expense account
allowances as described above must be added to each officer’s
compensation. Column 7 need not be completed for any
officer for which the combined amount is less than $10,000.

The information is to be submitted by each member of an
affiliated group which files a consolidated return.

Fou_this puf}pose an officer is a person who is elected or
appointed to office or who is designated as such in the corpo-
ration’s charter or bylaws such as regular ofticers, directors,
chairmen of the board, etc.

TAX COMPUTATION INSTRUCTIONS

General.—Section 802(a)(1} provides a normal tax and
surtax on the life insurance company taxable income com-
puted at the rates provided by section 11.

1. Normal tax.—~—Section 11 provides a normal tax for tax-
able years beginning after December 31, 1963, equal to 22
percent of taxable income.

2. Surtax.—Section 11 provides a surtax for a taxable year
beginning after December 31, 1963, and before January 1,
1965, equal to 28 percent of the amount by which the taxable
income exceeds the surtax exemption. For taxable years
beginning after December 31, 1964, the surtax is 26 percent
of the amount by which taxable income exceeds the surtax
exemption.

3. Surtax exemption.—The surtax exemption for any tax-
able year is $25,000, except for certain controlled corpora-
tions to which section 1561 applies. If section 1561 applies,
use Form 3920 to compute your tax.

4, Election of multiple surtax exemptions by controlled
corpo:ations.—A controlled group of corporations may elect
under section 1562 to claim multiple suriax exemptions. If
such an election is made, use Form 3920 to compute your tax.

5. Credit for taxes.—If, in accordance with section 901, a
credit is claimed by a domestic corporation on account of in-
come, war profits and excess profits taxes paid or accrued to
a foreign country or a possession of the United States, Form
1118 should be submitted with the return. In case credit is
sought for taxes accrued but not paid, the District Director
may require a bond on Form 1117 as a condition precedent to
tiie allowance of the credit. For carryback and carryover
of a foreign tax credit, sce scctions 904(d) and 904 (e).

6. Tax from recomputing prior year investment credit.—
Where property is disposed of prior to the life used in com-
puting the investinent credit, the tax for the year in which
the property is so disposed of must be increased by the dif-
ference between the credit taken on surh property and the
credit which would have been allowed had the actual life
been used.

7. Overpayment credited to estimated tax.—If the tax-
gayer elects to have all or part of the overpayment shown

y his return applied to his estimated tax for his succeeding
taxable year, no interest shall be aliowed on such portion of
the overpayment credited.

EXCERPTS FROM THE INTERNAL REVENUE CODE

8EC, 80i. DEFINITION OF LIFE INSURANCE COMPANY,

{(a) LIFE INSURANCE COMPANY DEFINED.—For purposes of
this subtitle, the term “life insurance company” means an
insurance company which is engaged in the business of issu-
ing life insurarce uand annuity contracts (either separately
or combined with health and accident insurance), or non-
cancellable contracts of health and accident insurance, if—

(1) its life insurance reserves (as defined in subsection
(b)), plus _ .

(2) unearned premiums, and unpaid losses (whether or
not ascertained), on noacancellable life, health, or accident
policies not included in life insurance reserves,
comprise more than 50 percent of its total reserves (as de-
fined in subsection (¢)). .

10—78431-1
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(b) Lare INsummcs RESERVES DEFINTED.—

.. (1) IN GeEneraL.—For purposes of this part, the term
“life insurance veserves” means amounts—

(A) which are computed or estimiated on the basis of
recognized mortality or morbidity tables and assurmed rates
of interest, and

(B) which are set aside to mature or liguidate, either by
payment or reinsurance, future unaccrued claims arising
from life insurance, annuity, and noncancellable health and
accident insurance contracts (including life insurance ox, an-
nuity contracts combined with noncancellable health and ac-
cideat insurance) involving, at the time with respect to which
the reserve is computed, life, health, or accident contingencies.

(2) RESERVES MUST BE REQUIRED BY LAW.—Except~—

(A) in the case of policies covering life, health, and
accident insurance combined in one policy issued on the
weekly premium payment plan, continuing for.life and not
subject to cancellation,

_ (B) in the case of policies issued by an organization
which meets the requirements of section 501(c}(9) other
than the requirement of subparagraph (B) thereof, and

(C) as provided in paragraph (3), in addition to the re-
quirements set forth in paragraph (1), life insurance re-
serves must be required by law.

(3) ASSESSMENT COMPANIES.—In the case of an assess-
ment life insurance company or association, the term “life
insurance reserves” includes—

. (A) sums actually deposited by such company or asso-
ciation with State or Territorial officers pursuant to law as
guaranty or reserve funds, and

(B) any funds maintained, under the charter or articles
of incorporation or agsociation (or bylaws approved by 2
State insurance commissioner) of such company or associa-
tion, exclusively for the payment of claims arising under cer-
tificates of membership or policies issued on the assessment

lan and not subject to any other use.

or purposes of this part, the rate of interest assumed in
calculating the reserves described im subparagraphs (A}
and (B) shall be 3 percent.

(4) DEFICIENCY RESERVES EXCLUDED.—The term “life in-
surance reserves” does not include deficiency reserves. For
purposes of this subsection and subsection (c), the deficiency
reserve for any contract is that portion of the reserve for
such contract equal to the amount (if any) by which—

(A) the present value of the future net premiums re-
quired for such contract, exceeds

(B) the present value of the future actual premiums and
consideration charged for such contract.

. (8) AMOUNT OF RESERVES.—For purposes of this subsec-
tion, subsection (a), and subsection (c), the amcunt cf any
reserve (or portion thereof) for any taxable year shall be the
mean of such reserve (or portion thereof) at the beginning
and end of the taxable year.

(¢) ToraL REsErvES DEFINED.—For purposes of subsection
(a), the term ‘‘total reserves” means—

(1) life insurance reserves,

(27 unearned premiums, and unpaid losses (whether or
not ascertained), not included in life insurance reserves, and

{8) all other insurance reserves required by law.

The term “total reserves” does not include deficiency reserves

(within the meaning of subsection (b) (4)). .

(d) ADJUSTMENTS IN RESERVES FOR PoriCcy LoANs.—For
purposes only of determining under subsection {(a) whether or
not an irsurance company is a life insurance com{)any, the
life insurance reserves, and the total reserves, shall each be
reduced by an amount equal to the mean of the aggregates,
at the beginning and end of the taxable year, of the policy
loans outstanding with respect to contracts for which life
insurance reserves are maintained.

(e) GUARANTEED RENEWABLE CONTRACTS.—For purposes
of this part, guaranteed renewable life, health, and accident
insurance shall be treated in the same manner as noncancel-
lable life, health, and accident insurance.

(f) Burial, anNp FUNERAL BENEFIT INSURANCE COM-
PANIES.—-A burial or funeral benefit insurance company en-
guaged directly in the manufacture of funeral supplies or the
performance of funeral servicos shall not be taxable under
this part but shall be taxable under section 821 or section 831,

(g) ConNTRACTS WITH RESERVES BASED ON SEGREGATED
AYSET ACCOUNTS.— .
16—78481~1

(1) DEFINITIONS,—

(A) ANNUITY CONTRACTS INCLUDE VARIABLE ANNUITY
CONTRACTS.—For purposes of this part, an “annuity contract”
includes a contract which provides for the payment of a
variable annuity computed on the basis of recognized mor-
;a]it.y tables and the investment experience of the company
issuing the contract.

(B) CONTRACTS WITH RESERVES BASED ON A SEGu:EGATED
ASSET ACCOUNT.—For purposes of this part, a “‘contract with
reserves based on a segrega‘ed asset account” is a contract—

(i) which provides for tiie allocation of all or part of
the amounts received under the contract to an account which,
pursuant to State law or regulation, is segregated from the
general asset accounts of the company,

(ii} which provides for the payment of annuities, and

.. (iii) under which the amounts paid in, or the amount
paid as annuities, reflect the investment return and the

- market value of the segregated asset account.

If a contract ceases to reflect current investment return and
curpent market value, such contract shall not be considered
as meeting the requirements of clause (iii) after such
cessation.

. (2) LIFE INSURANCE RESERVES.—For purposes of sub-
section (b) (1) (A) of this section, the reflection of the
investment return and the market value of the segregated
asset account shall be considered an assumed rate of interest.

(3) SEPARATE ACCOUNTING.—JFor purposes of this part,
a life insurance company which issues contracts with reserves
based on segregated asset accounts shall separately account
for the various income, exclusion, deduction, asset, reserve,
and other liability items properly attributable to such segre-
gated asset accounts. For such items as are not accounted
for directly, separate accounting shall be made—

(A) in accordance with the method regularly employed
by such company, if such method is reasonabie, and

(B) in all other cases, in accordance with regulations
prescribed by the Secretary or his delegate.

(4) INVESTMENT YIELD.—

(A) IN ceNERAL.—For purposes of this part, the policy
and other contract liability requirements, and the life mnsur-
ance company’s share of inves*ment yield, shall be separately
computed—

(i) with respect to the items separately accounted for
in accordance with paragraph (3), und

(ii) excluding the items taken into account under
clause (i).

{B) CAPITAL GAINS AND LOSSES.—If, without regard
to subparagraph (A), the net short-term capital gain exceeds
the net long-term capital loss, such excess shall be allocated
between clauses (i) and (ii) of subparagraph (A) in propor-
tion to the respective contributions to such excess of the items
taken intc account under each such clause.

{5) PoLicY AND OTHER CONTRACT LIABILITY REQUIRE-
MENTS.—For purposes of this part—

(A) with respect to life insurance reserves based on
segregated asset accounts, the adjusted reserves rate and the
current earnings rate for erposes of section 805(b), and
the rate of interest assumed by the taxpayer for purposes of
sections 805(c) and 809(a) (2), shall be a rate equal to the
current earnings rate determined under section 805(b) (2)
with respect to the items separately aceounted for in accord-
ance with paragraph (3) reduced by the percentage obtained
by dividing—

(i) any amount retained with respect to such 1eserves
by the life insurance company from gross investmen’. income
(as defined in section 804(b)) on segregated asse!s, to the
extent such retained amount exceeds the deductions allowable
under section 804 (c) which are attributable to such reserves,

(ii) the means of such reserves; and

(B) with respect to reserves based on segregated asset
accounts other than life insurance reserves, an amount equal
to the product of—

(i) the rate of interest assumed as defined in subpars-
graph {A), and

(ii) the means of such reserves,
shall be included as interest paid within the meaning of sec-
tion 805(e) {1). .

{6) INCREASES AND DECREASES IN RESERVES.—For pur-
poses of subsections (a) and (b) of section 810, the sum of



the items described in section 810(c) taken into account as
of the close of the taxable year shall, under regulations
prescribed by the Secretary or his delegate, be adjusted—

(A) by subtracting therefrom an amount equal to the
sum of the amounts added from time to time (for the taxabie
year) to the reserves separately accounted for in accord-
ance with parairaph (3) g reason of appreciation in value
of da.ssets (whether or not the assets have been disposed of),
an

(B) by adding thereto an amount equal to the sum of

the amounts subtracted from time to time (for the taxzble
year) from such reserves bi\: reason of depreciation in value
of assets (whether or not the assets have been disposed of).
The deduction allowable for iterhs described in paragraphs
(1) and (7) of section 809 (d) with respect to segregated
assget accounts shall be reduced to the extent that the amount
of such items is increased for the taxable year by apprecia-
tion (or increased to the extent that the amount of such
items is decreased for the taxable year by depreciation) not
reflected in adjustments under the preceding sentence.

(7) BASIS OF ASSETS HELD FOR QUALIFIED PENSION PLAN
CONTRACTS.—In the case of contracts described in subpara-
graph (A), (B), (C), or (D) of section 805(d) (1), the
basis of each asset in a segregated asset account shall (in
addition to all other adjustments to basis) be—

(A) increased by the amount of any appreciation in
value, and

) (B) decreased by the amount of any depreciation in
value,
to the extent that such appreciation and depreciation are
from time to time reflected in the increases and decreases in
-reserves or other items in paragraph (6) with respect to such
contracts.

(8) ADDITIONAL SEPARATE COMPUTATIONS.-—Under regu-
lations prescribed by the Secretary or his delegate, such
additional separate computations shall be made, with reapect
to the items separately accounted for in accordance with
paragraph (3), as may be necessary to carry out the pur-
poses of this subsection and this part.

-SEC. 810. RULES FOR CERTAIN RESERVES.

(2) ADJUSTMENT FOR DECREASE.~—If the sum of the items
described in subsection (c) as of the beginning of the taxable
year exceeds the sum of such items as of the close of the tax-
able year (rediuced by the amount of investment yield not in-
cluded in gain or loss from operations for the taxable year
by reason of section 809 (a} (1) ), the excessshallbetakeninto
account as a net decrease referred to in section 809 (c) (2).

(b) ADJUSTMENT FOR INCREASE.~If the sum of the items
described in subsection (c¢) as of the close of the taxable year
(reduced by the amount of investment yield not included in
gain or loss from operations for the taxable year by reason of
section 809(a) (1)) exceeds the sum of such items as of the
beginning of the taxable year, the excess shall be takeni into
account as a net increase referred to in section 809(d) (2).

(c) ITEMS TAKEN INTO ACCOUNT.—The items referred to
in subsections {&) and (b) are as follows:

801 (S) The life insurance reserves (as defined in section

(2) The unearned premiums and unpaid losses included
in total reserves under section 801(c) (2). .

(3) The amounts (discounted at the rates of interest as-
sumed by the company) necessary to satisfy the obligations
under insurance or annuity contracts (including contracts
supplementary thereto), but only if such obligations do not
involve (at the time with respect to which the computation is
madq under this paragraph) life, health, or accident contin-

encies.
£ (4) Dividend accumulations, and other amounts, held at
interest in connection with insurance or annuity contracts
(includin% contracts supplementary thereto). .
(5) Premiums received in advance, and liabilities for

remiuvm deposit funds. . -

n applying this subsection, the same item shall be counted
only once.

(d) ApJUSTMENT FOR CHANGE IN COMPUTING RESERVES.—

(1) IN GeNERAL.—If the basis for determining any item
referred to in subsection (¢) as of the close of any taxable
year differs from the basis for such determination as of the
close of the preceding taxable year, then so much of the
difference between—

(A) the amount of the item at the close of the taxable
year, computed on the new basis, and

) the amount of the item at the close of the taxable
year, computed on the old basis, .
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as is attributable to contracts issued before the taxable year
shall be taken into account for purposes of this subpart as
follows: :

(i) if the amount determined under subparagraph (A)
exceeds the amcunt determined under paragraph (B), one-
tenth of such excess shall be taken into account, for each of
the succeeding 10 taxable years, as 2 net increase to which
section 809(d) (2) applies; or-

(ii) if the amount determined under subparagraﬁh (B)
exceeds the amount determined under subparagraph (A),
one-tenth of such excess shall be taken into account for each
of the 10 succeeding taxable years, as a2 net decrease to which
section 809(c) (2) applies. :

(2) TERMINATION AS LIFE INSURANCE COMPANY.—Except
as provided in section 381(¢) (22) (relating to carryovers in
certain corporate readjustments), if for any taxable year the
taxpayer is not a life insurance compang, the balance of any
adjustments under this paragraph shall be taken into account
for the preceding taxable year.

(3) EFFECT OF PRELIMINARY TERM ELECTION.—An elec-
tion under section 818(c) shall not be treated as a change in
the basis for determining an item referred to in subsection
{c) to which this subsection applies. If an election under
section 818 (¢) applies for the taxable year, the amounts of the
items referred to in subparugraphs (A) and (B) of para-
graph (1) shall be determined without regard to such eclec-
tion. If such an election would apply in respect of such item
for the taxable year but for the new basis, the amount of the
item referred to in subparagraph (B) shall be determined on
the basis which would have been applicable under section
818(c]) if the election applied in respect of the item for the
taxable year.

(e) CERTAIN DECREASES IN RESERVES OF VOLUNTARY Em-
PLOYEES’ BENEFICIARY ASSOCIATIONS.— :

(1) DECREASES DUE TO VOLUNTARY LAPSES OF POLICIES 1S~
SUED BEFORE JANUARY 1, 1958.—For purposes of subsections
(a) and (b), in the case of a life insurance company which
meets the requiremewts of section 501(c) (9) other than the
requirement of subparagraph (B) thereof, there shall be
taken into account only 11% percent of any decrease in the
life insurance reserve on any policy issued before January 1,
1958, which is attributable solely to the voluntary lapse of
such policy on or after January 1, 1958. In applying the
preceding sentence, the decrease in the reserve for any policy
shall be determined by reference to the amount of such re-
serve as of the beginning of the taxable year, reduced by any
amount allowable as a deduction under section §09(d) (1) in
respect of such policy by reason of such lapse. This para-
graph shall apply for any taxable year only if the taxpayer
has made an election under paragraph (3) which is effective
for such taxable year. .

(2) DISALLOWANCE OF CARRYOVER; FROM PRE-1958 LOSSES
FROM OPERATIONS.—In the case of a life insurance company
to which paragraph (1) applies for the taxable year, section
812(b) (1) shall not apply with respect to any loss from oper-
ations for any taxable year beginning before January 1, 1958.

(3) ELECTION.—Paragraph (1) shall apply to any tax-

ayer for any taxable year only if the taxpayer elects, not
ater than the time prescribed by law (including extensions
thereof) for filing the return for such taxable year, to have
such paragraph apply. Such election shall be made in such
manner as the Secretary or his delegate shall preseribe by
regulations. Such election shall be effective for the taxable
year for which made and for all succeeding taxable years, and
ghall not be revoked except with the consent of the Secretary
or his delegate.

SEC. 811. DIVIDENDS TO POLICYHOLDERS.

(2} DivIDENDS TO POLICYHOLDERS DEFINED.—For purpbses
of this part, the term “dividends to policyholders” meang
dividends and similar distributions to policyholders in their
capacity as such. Such term does not include interest paid
(a8 defined in section 805(e) ).

(b) AMOUNT OF DEDUCTION,— .

(1) IN GENERAL.—Except as limited by section 809(f),
the deduction for dividends to policyholders for any taxable
i\;ear shall be an amount equal to the dividends to policy-

olders paid during the taxable year—

(A) increased by the excess of (i} the amounts held at
the end of the taxable year as reserves for dividends to policy-
holders (as defined in subsection (a) ) payable during the year
following the taxable year, over (ii) such amounts held at the
end of the preceding taxable year, or

16—78431~1
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© (B) decreased by the excess of (i) such amounts held
at the end of the preceding taxable year, over (ii) such
amounts held at the end of the taxable year.

For purposes of subparaf'raphs (A) and (B), there shall be
included as amounts held at the end of any taxable year
amounts set aside, before the 16th day of the third month of
the year following such taxable year (or, in the case of a
mutual savings bank subject to the tax imposed by section
594, before the 16th day of the fourth month of the year fol-
Jowing such taxable year), for payment during the year
following such taxable year. :
(2) CERTAIN AMOUNTS TO BE TREATED AS NET DE-
CREASES.—If the amount determined under paragraph (1)
(B) exceeds the dividends to policyholders paid during the
taxable year, the amount of such excess shall be a net de-
crease referred to in section 809(c) (2). .
SEC. 815. DISTRIBUTIONS TO SHAREHOLDERS.

(2) GLENERAL RULE.~—TFor purposes of this section and sec-
tion 802(b) (3), any distribution to sharcholders after De-
cember 31, 1958, shall be treated as made—

{1) first out of the shareholders surplus account, to the
extent thereof,

(2) then out of the policyholders surplus account, to the
extent thereof, and

(8) firally out of other accounts.

(b) SHAREIOLDERS SURPLUS ACCOUNT.—

(1) In GeENERAL--Each stock life insurance company
shall, for purposes of this part, establish and maintain a
shareholders surplus account. The amount in such aceount
on January 1, 1958, shall be zero.

{(2) ADDITIONS TO ACCOUNT.—The amount added to the
shareholders surplus account for any taxable year beginning
after December 31, 1957, shall be the amount by which-—

(A) the sum of-

(i) the life insurance company taxable income (com-
puted without regard to section 802 (b) (3)),

(ii) in the case of a taxable year beginning after Decem-
ber 31, 1958, the amount (if any) by which the net long-term
capital gain exceeds the net short-term capital loss, reduced
(in the case of a taxable year beginning after December 31,
1961) by the amount referred to in clause (i),

(iti) the deduction for partially tax-exempt interest pro-
vided by section 242 {(as modified by section 804 (a) (3) ), the
deductions for dividends received provided by sections 243,
244, and 245 (as modified by section 809(d) (8) (B) ), and the
amount of interest excluded from gross income under section
108, and :

éiv) the small business deduction provided by section
809 (d) (10), exceeds

(B) the taxes imposed for the taxable year by section
802(a), determined without regard to section 802(b) (3).

(3) SUBTRACTIONS FROM ACCOUNT.—

(A) IN GENERAL.—There shall be subtracted from the
shareholders surplus account for any taxable year the amount
which is treated under this section as distributed out of such
account.

(B) DisTRIBUZIONS IN 1958.—There shall be subtracted
from the shareholders surplus account (to the extent thereof)
for any taxable year beginning in 1958 the amount of
distributions to shareholders made during 1958.

(¢) POLICYHOLDERS SURPLUS ACCOUNT.—

(1) IN GeENERAL.—Each stock life insurance company
shall, for purposes of this part, establish and maintain a
policyholders surplus account. The amount in such account
on January 1, 1959, shali be zero.

(2) ADDITIONS TO ACCOUNT.~—The amount added to the
policyholders surplus account for any taxable year beginning
after December 31, 1968, shall be the sum of—

(A{ an amount equal to 50 percent of the amount by
which the gain from operations exceeds the taxable invest-
ment income, :

(B) the deduction for certain nonparticipating contracts
I()?)ﬂ;ideddby section 809(d) (5) (as limited by section 809

» &N

{C) the deduction for accident and health insurance and

roup life insurance contracts provided by section 809(d)(6)
%as Iimited by section 809(f)).

(3) SUBTRACTIONS FROM ACCOUNT.—There shall be sub-
tracted from the policyholders surplus account for any tax-
able year an amount equal t¢ the sum of—

16~78431~1

rd to subparagraph

the amount which (without re
istributed out of the

(A)

(B)) is treated under this section as
policyholders surplus account, and

(B) the amount (determined without regard to section
802(2) (3)) by which the tax imposed for the taxable year by
section 802(a) is increased by reason of section 802({b) (3).

(d) SPECIAL RULES.—

(1) ELECTION TO TRANSFER AMOUNTS FROM POLICY-
HOLDERS SURPLUS ACCOUNT TO SHAREHOLDERS SURPLUS
ACCOUNT.—- .

(A) IN GENERAL.—A taxpayer may elect for any taxable
vear for which it is a iife insurance company to subtract
trom its policyholders surplus account any amount in such
account as of the close of such taxable year. The amount so
subtracted, less the amount of the tax imposed with respect
to such amount by reason of section 802 (b) (3), shall be added
to the shareholders surplus account as of the beginning of the
succeeding taxable year.

(B) MANNER AND EFFECT OF ELECTION.—The election
provided by subparagraph (A) shall be made (in such man-
ner and in such form as the Secretary or his delegate may by
regulations preseribe) after the close of the taxable year and
not Jater than the time preseribed by law for filing the return
(including extensions thereef) for the taxable year. Such
an election, once made, may not be revoked.

(2) TERMINATION AS LIFE INSURANCE COMPANY.—

(A) EFFECT OF TERMINATION.—Except as provided in
section 381(c)(22) (relating to carryovers in certain corpo-
rate readjustments), if-— ‘

(i) for any taxable year the taxpayer is not an insur-
ance company, or

(ii) for any two successive taxable years the taxpayer
is not a life insurance company,

then the amount taken into account under section 802

(b) {3) for the last preceding taxable year for which it

was a life insurance company shall be increased (after

the application of subparagraph (B)) by the amount
remaining in its policyholders surplus account at the
close of such last preceding taxable year.

(B) EFFECT OF CERTAIN DISTRIBUTIONS.—If for any tax- |
able year the taxpayer is an insurance company but not a life
insurance company, then any distribution to shareholders
during such taxable year shall be treated as made on the last
day of the last preceding taxable year for which the taxpayer
was 2 life insurance company.

(3) TREATMENT OF CERTAIN INDEBTEDNESS.—If—

(A) the taxpayer makes any payment in discharge of
its indebtedness, and

{B) such indebtedness is atiributable to a distribution
by the taxpayer to its shareholders after February 9, 1959,

then the amount of such payment shall, for purposes of

this section and section 802(b) (3), be treated as 2 dis-
tribution in eash to shareholders, but only to the extent
- that the distribution referred to in subparagraph (B)
was treated as made out of accounts other than the
shareholders and policyholders surplus accounts.

(4) LIMITATION ON AMOUNT IN POLICYHOLDERS SURPLUS
ACCOUNT.—There shall be treated as a subtraction from the
policyholders surplus account for a taxable year for which
the taxpayer is a life insurance company the amount by which
the policyholders surplus account (computed at the end of the
texable year without regard to this paragraph) exceeds
whichever of the following is the greatest—

{(A) 15 percent of life insurance reserves at the end of
the taxable year,

(B) 25 percent of the amount by which the life insurance
reserves at the end of the taxable year exceed the life insur-
ance reserves at the end of 1958, or

(C) 50 percent of the net amount of the premiums and

other consideration taken into account for the taxable year
under section 809(c) (1).
The amount so treated as subtracted, less the amount of the
tax imposed with vespect to such amount by reason of section
802(h) (3), shall be added to the sharcholders surplus account
as of the beginning of the succeeding taxable year.

(5) REDUCTION OF POLICYIIOLDERS SURPLUS ACCOUNT FOR
CERTAIN UNUSED DEDUCTIONS. ~—If—

(A) an amount added to the
count for any taxable year increase
operations for such year, and

(B) any portion of the increase {or amount created) in
the loss from operations referred to in subparagraph (A)

olicyholders surplus ac-
(or created) 2 loss from



did not reduce the life insurance company taxable income for
any taxable year to which such loss was carried,
the policyholders surplus account for the taxable year refer-
red to in subparagraph (A) shall be reduced by the amount
described in subparagraph (B).

(e) SPECIAL, RULE FOR CERTAIN MUTUALIZATIONS.—

(1) IN GENERAL—For purposes of this section and sec-
tion 802(b) (3), any distribution to shareholders after De-
cember 31, 1958, in acquisition of stock pursuant to a plan of
mutualization shall be treated—

(A) first, as made out of paid-in capital and paid-in sur-
plus, to the extent thereof,

(B) thereafter, as made in two allocable parts—

(i) one part of which is made out of the other accounts
referred to in subsection (a) (3), and

(ii) the remainder of which is a distribution to which
subsection (a) applies.

(2) SPECIAL RULES.—

(A) ALLOCATION RATIO.~-The part referred to in para-
graph (1) (B) (i) is the amount which bears the same ratio
to the amount to which paragraph (1) (B) applies as—

(i) the excess (determined as of December 31, 1958, and

adjusted to the beginning of the year of the distribution as
provided in subparagraph (B)) of the assets over the total
liabilities, bears to

(it} the sum (determined as of tke beginning of the year
of the distribution) of the excess described in clause (i), the
amount in the shareholders surplus account, plus the amount
in the policyholders surplus account.

B) ADJUSTMENT FOR CERTAIN DISTRIBUTIONS.~The ex-
cess described in subparagraph (A) (i) shall be reduced by
the aggregate of the prior distributions which have been
treated under subsection (a) (3) as made out of accounts
other than the shareholders surplus account and the policy-
holders surplus account.

(£f) DisTrRIBUTION DEFINED.—For purposes of this section,
the term “distribution” includes any distribution in redemp-
tion of stuck or in partial or complete liquidation of the ecor-
poration, but does not include-—

(1) any distribution made by the corporation in its
stock or in rights %o acquire its stock;

(2) except for purposeés of subsection (2)(3) and sub-
section (e) (2) (B), any distribution in redemption of stock
issued hefore 1958 which at all times on and after the date
of issuance and on and before the date of redemption is
limited 2s to dividends and is callable, at the option of the
issuer, at a price not in excess of 105 percent of the sum of
the issue price and the amount of any contribution to surplus
made by the originai purchaser at the time of hi¢ purchase;
or

(3) any distribution after December 31, 1933, of the
stock of a controlled corporation to which section 355 applies,
if such controlled corporation is an insurance company sub-
ject to the tax imposed by section 831 and if—

{(A) control was acquired prior to January 1, 1958, or
1957(13) control has been acquired after December 31,

{i) in a transaction qualifying as a reorganization
under section 368(a) (1) (B), if the distributing corporation
has at all times since December 31, 1957, owned stock repre-
senting not less than 50 percent of the total combined voting
power of all classes of stock entitled to vote, and not less than
50 percent of the value of all classes of stock, of the con-
trolled corporation, or '

(i) solely in exchange for stock of the distributing cor-
poration which stock is immediately exchanged by the con-
trolled corporation in a transaction qualifying as a reorga-
nization under section 368(:1'])(1)(A) or (C), if the con-
trolled corporation hag at all times since its organization
been wholly owned by the distributing corporation and the
distributing corporation has at all times since December 31,
1957, owned stock representing not less than 50 percent of
the total combined voting power of all classes of stock en-
titled to vote, and not less than 50 percent of the value of all
classes of stock, of the corporation the assets of which have
been transferred to the controlled corporation in the section
368(a) (1) (A) or (C) reorganization.

Paragrag)h (3) shall not apply to that portion of the distri-
bution of stock of the controlied corporation equal to the in-
crease in the aggregate adjusted basis of such stock after
December 31, 1957, except 4o the extent such inercase results
from an acquisition of stock in the controlled corporation in
a transaction described in subparagraph (B) of such para-
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graph. If any part of the increase in the aggregate ad-
Justed basis of stock of the controlied corporation after De-
cember 31, 1957, results from the transfer (other than as
gart of a transaction described in paragraph (3) (B)) by the

istributing corﬁoration to the controlled corporation of
property which has a fair market value in excess of its ad-
justed basig at the time of the transfer, paragraph (3) also
shall not apply to that portion of the distribution equal to
such excess.

SEC. 819, FOREIGN LIFE INSURANCE COMPANIES.

(a) CARRYING ON UNITED STATES INSURANCE BUSINESS.—
A foreign life insurance company carrying on a life insurance
business within the United States, if with respect to its United
States business it wouid qualify as a life insurance company

. under section 801, shall be taxable on the United States busi-

ness of such company in the same manner as a domestic life
insurance company.

(b) ADJUSTMENT WHERE SURPLUS HELD IN UNITED STATES
Is Less THAN SPECIFIED MINIMUM.—

(1) IN GENERAL.—In the case of any corapany described
in subsection (a), if the minimum figure determined under
p}zln'agraph (2) exceeds the surplus held in the United States,
then—

{A) the amount of the policy and other contract liability
requirements (determined under section 805 without regard
to this subsection), and

(B) the amount of the reyuired interest {determined
under section 809(a) (2) without regard to this subsection),
shall each be reduced by an amount determined by multiply-
ing such excess by the current earnings rate (as defired in
section 805(b) (2)).

(2) DeriN1TIONS.—For purposes of paragraph (1)—

(A) The minimum figure is the amount determined by
multiplying the taxpayer’s- total insurance liabilities on
United States busincss by-—

(i) in the case of a taxable year beginning before
January 1, 1959, 9 percent, and

(ii) in the case of a taxable year beginning after Decem-

ber 31, 1958, a percentage for such year to be detcomined and
proclaimed by the Secretary or his delegate.
The percentage determined and proclaimed by the Secretary
or his delegate under clause (ii) shall be based on such data
with respect to domestic life insurance companies for the pre-
ceding taxable year as the Secretary or his delegate considers
representative. Such percentage shall be computed on the
basis of a ratio the numerator of which is the excess of the
assets over the total insurance liabilities, and the denominator
of which is the total insurance liabilities.

(B) The surpius held in the United States is the excess

of the assets held in.the United States over the total insur-
ance liabilities on United States business.
For purposes of this paragraph and subsection {c¢}, the term
“total insurance liabilities” means the sum of the total re-
serves (as defined in section 801(c)) plus (to thc extent not
included in total reserves) the items referred to in para-
graphs (3), (4), and (5) of section 810(c).

(¢) DISTRIBUTIONS TO SHAREHOLDERS.—

(1) IN GENERAL.~—In applying sections 802(b) (Sg and
815 for purposes of subsection (a), the amount of the distri-
butions to shareholders shall be determined by multiplying
the total amount of the distributions to shareholders (within
the meaning of section 815) of the foreign life insurance
company by whichever of the following percentages is
selected by the taxpayer for the taxable year:

(A) the percentage which the minimum figure for the
taxable year (determined under subsection (h)(2) (A)) is
of the excess of the ajse'ts of the company over the total
insurance liabilities; o

(B) the percentage which the total insurance liabilities
on United States business for the taxable year is of the
company’s total insurance liabilities.

(2) DISTRIBUTIONS PURSUANT TO CERTAIN MUTUALIZA-

'r(ro)Ns.—In applying section 815(e) for purposes of subsection
a)——

(A) the paid-in capital and paid-in surplus referred to
in section 816{e) (1) {A) of a foreign life insurance company
is the portion of such capital and surpius determined by mul-
tiplying such capital and surplus by the percentage selected
for the taxable year under paragraph (1}; and
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!

(B) the excess referred to in section 815(e) (2) (A) (i)

(without the adjustment provided by section 815(e) (2) (B})
is whichever of the following is the greater:

(i) the minimum figure for 1958 determined under sub-
section (b) (2) (A), or

(ii) the surplus described in subsection (b) (2) (B) (de-
termined as of December 31, 1958).

(d) No UNITED STATES INSURANCE BUSINESS.—Foreign
life insurance companies not carrying on an insurance busi-
ness within the United States shall not be taxable under this
part but shall be taxable as other foreign corporations.

NEW TAX PROVISIONS

(1) Tax rates.~—The combined normal tax and surtax rates
for corporations have been reduced from 52 percent to 50
percent for 1964 and to 48 percent for 1965, The rate appli-
cable to the first $25,000 of tuxable income has been reduced
from 30 percent to 22 percent for 1964 and subscquent years.

(2) Estimated tax payments.—The estimated tax provi-
sions have been amended to provide for 2 ‘more current pay-
ment of corporate taxes.

(3) Investment credit.—The provision requiring a reduc-
tion in the basis of depreciable property to the cxtent of 7
percent of the qualified investment has been repealed.

(4) Group-term life insurance.—The employce exclusion
for }fremiums on group-term life insurance furnished by the
employer has been limited to the employer’s cost of the first
$50,000 of coverage. Employers are required to file infor-
mation returns for those employees receiving niore than
$50,000 of such insurance.

(3) Charitable contribittions.—The 2-year carryover of
charitable contribution deductions for corporations has been
extended to 5 years for contributions made in taxable years
beginning after December 31, 1961.

{6) Foreign expropriation losses.—Businesses which sus-
tained “foreign expropriation losses” after 1958 may elect
under certain circumstances to carry such losses forward to
the 10 succeeding taxable years. This applies to capital
losses and net operating losses.

(7) 100-percent dividends-received deduction.—Affiliated
groups of corporations, with an 80-percent common owner-
ship, under certain circumstances are permitted a 100-per-
cent deduction for intercorporate dividends received from
other members of the group if the group agrees to be treated
as a single entity for certain purposes, such as the $25,000
surtax exemption, the $100,000 exemption for estimated tax,
ete.

(8) Reorganizations.—Tax-free status has been provided
for a stock-for-stock reorganization where the acquiring cor-
poration exchanges voting stock of its parent corporation for
stock of the corporation being acquired.

(9) Stock options.—The tax treatment of employee stock
options has been substantially amended.

(10) Unstated interest.—-Where certain property is sold
for an amount in excess of $3,000 under an installment or de-
ferred payment contract and little or no interest is charged,
an appropriate amount of each payment is to be treated as
interest.

(11) Persenal holding companies.—The percentage of pas-
pive income which may result in a company being classified
as a personal holding company has been reduced firom 80 per-
cent to 60 percent. Amendments affecting income items and
other restrictive provigions have been made. :
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(12) Depletion.—Generally, all of a tavpayer’s operating
mineral intevests in a separate tract or paree! of land must be
combined and treated as one property for purposes of com-
puting the percentage depletion deduction.

(13) Iron ore royslties.—Capital gains treatment has been
extended to certain iron orc royalties where the iron ore is
mined in the United States and the persons acquiring the ore
are not related to or controiled by the persons owning the
property.

¢14) Gains on real estate—Gains from the disposition of
depreciable real estate are treated as ordinary income to the
extent the depreciation deductions allowed after December
31, 1963, exceed the depreciation which would have been al-
lowable for the same period under the straight line method.
However, for property held more than 20 months see instruc-
tions for Schedule D, Form 1120.

(15) Consolidated returns.—The Zapercent penalty tax for
consolidated returns has been repealed. |

(16) Controlled corporate group.~~Generally, where there
is 80 percent or more common ownership, the corporations
involved may (1) file a consolidated return (except in the
case of brother-sister affiliations), (2) claim one $25,000 sur-
tax exemption for the group, or (3) elect to each claim their
own surtax exeémption if an additional tax of 6 percent is
paid on the first $25,000 of taxable income of each of these
corporations.

(17) Bond discount.—Market discount on bonds will be
treated as capital gain when the bonds are sold or redeemed,
rather than as ordinary income.

(18) Net operations loss.—An 8-year loss carryover has
been made available to any new life insurance company,
whether or not affiliated with other companies.

(19) Shareholders surplus account.—The addition to the
account of the net long-term capital gain in excess of the net
short-term capital loss shall be reduced by the taxable in-
come computed without the amount subtracted from the
policyholders surplus account.

(20) Policyholders surplus account,—The account shall be
reduced for certuin deductions which have increased or
created a loss from operations and which, after application
of the carryover provisions, have not reduced taxable income.

(21) Spin-offs of controlled subsidiaries.—In ~ertain cases
a “spin-off”’ of the stock of a subsidiary fire or casualty in-
gurance company will not result in imposition of tax at the
company level at the time of distribution.

(22) Pension plan reserves~—These reserves are to reflect
the investment income attributable to retirement annuities
of public school systems.
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